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Financial Highlights —Pro Forma Combined” 
WARNACO OF CANADA LIMITED 


(Dollars in thousands except per share data) 1977 
Net sales $42,356 
Earnings before income taxes 2,242 
Earnings for the year 1,307 
Earnings per share‘) $1.31 


Nee kAs 1975 1974 1973 
$41,565 $33,659 $28,605 $25,138 
3,341 3,746 3,/57 3,241 
Aer (e) 2,067 2,059 1,783 
$1.68 $2.07 $2.06 $1.78 


(1) The pro forma combined statement of earnings reflects the operating results for 
the five years ended December 31, 1977 as though the business and net assets of 
C. F. Hathaway (Canada) Ltd. and the shares of Croydon Manufacturing Co. Limited, 
Harold Botnick Inc., Botnick Industries Ltd. and Don Parker Mfg. Ltd. had been held 
by the Company for the entire period. This presentation, like others in this report, 
includes the results of White Stag of Canada only from the effective date of 
acquisition, August 1, 1975. 

(2) The pro forma calculation of earnings per share for each year is based on 

the 1,000,000 common shares outstanding subsequent to the public issue on 
October 29, 1973. 


Warnaco of Canada Limited is one of the nation’s largest 
apparel companies whose business units market leading 
brandy in attire and leisure products. Among these labels 
are‘*WVarner’s intimate apparelJMathaway and Dior men’s 
dress and sport shirtspymite Stag women's sportswear, as 
well as men’s ang women’s ski, tennis and other active 
sportswear; Cro@vdon rain and outerwear, for men and 
women; Don Parker men’s slacks{Puritan men’s sweaters 
and sport shirts; High Tide junior swimwear and cover-ups; 
and geedo racing and fashion swimsuits. 


To the Shareholders: 
The year 1977 was a Satis- 


factory one for the Company. 


In spite-of restricted dis- 
cretionary income and a low 
level of consumer Confi- 
dence, which became more 
apparent as the year ended, 
net sales reached 
$42,356,000, up from 
$41,565,000 in 1976. Net 
earnings were $1,307,000 
or $1.31 per common share, 
compared to $1,679,000 
or $1.68 per share for 1976. 

Retail_activity with most 
apparel outlets deteriorated 
through the year and stores 


were reluctant to make 
other than short term com- 
mitments. Manufacturing 


costs increased steadily 
and gross margins were 
under considerable pres- 
sure. The_effective devalua- 
tion-of the Canadian dollar 
was_particularly costly dur- 
ing_the fourth quarter in- 
creasing -considerabty the 
S. 
The basic strength of the 
Company lies in the excel- 
lent consumer acceptance 
of its brands and the diver- 
sity of it's product lines. 
Warner's, the intimate ap- 
parel division, once again 
showed record sales and 
profits, as did the Botnick 
Group, with White Stag 
skiwear and Speedo swim- 
wear products. Hathaway 
had an excellent year with 
both its dress and knit shirt 
lines. The Croydon division, 


with an excellent following in 


the men’s rainwear and out- 
erwear industry, expanded 
its ladies’ collection and 
came in with a satisfactory 
sales increase. White Stag, 


wear common production 


the ladies’ sportswear divi- 
sion, showed considerably 
improved results in 1977 
against the previous year. 
DonParker,.a men’s pants 
and-sportswear division, 
showed a loss. Steps have 
beertaken to reorganize this 


and shipping facility. On a 
comparatively modest in- 


crease In costs the benefits 
of this additional volume 
should be reflected in 
improved operating results 
for both divisions. 
uring the latter part of 

977, the Company and its 

wholly-owned subsidiaries 


Harold H. Botnick 


> 


Board since 1973, has 
reached the mandatory re- 

itirement age and is leaving 
the Board. Mr. Paul B. 


were amalgamated to form 
one company. It is antici- 
B sen that this simplified 
\_“ structure will result in a re- 
duction of administrative ex- Paine, Q.C., Chairman and 
penses. President of Montreal Trust 
We would like to express _ company, has allowed his 
our thanks to the members of name to be placed before 
e Board for their continued the Shareholders for elec- 
ee Mr. R. deWolfe tion as a Director. 
MacKay, Q.C., Advocate, We thank our public and 
Barrister and Solicitor, store customers for their 


Montreal, a member of the ee! for our products and 
our 1,250 employees, whose 


motivation, skill and en- 
thusiasm have made possi- 
ble the growth of the Com- 


pany. 


Warnaco of Canada Limited 
occupies a strong position 
in the apparel market and 
will benefit from any bright- 

ning of the economic pic- 
ture in Canada. We look 
forward, with you, to a suc- 
cessful 1978. 


Harold H. Botnick 
President and Chief 
Executive Officer 


Prescott, Ontario 
March 1978 


Statement of Earnings and Retained Earnings (note 1) 
WARNACO OF CANADA LIMITED 


Net sales 
Cost of goods sold 


Gross margin 
Expenses: — 
Selling 
Administration and general 
Interest: 
Current debt 
Long-term debt 


Earnings before income taxes 
Income taxes: — 
Current 
Deferred: current (Note 7) 
non-current 


Earnings for the year 
Retained earnings at beginning of year 


Dividends of $0.54 per common share (1976 — $0.50) 
Retained earnings at end of year 


Earnings per share 


52 weeks ended 
December 31, 1977 


52 weeks ended 
January 1, 1977 


$42,356,000 $41,565,000 


30,990,000 
11,366,000 


5,500,000 
3,055,000 


459,000 
110,000 


9,124,000 
2,242,000 


1,407,000 
(445,000) 
(27,000) 


> _ 935,000 


: OOO 
8,002,000 
9,309,000 

540,000 


29,544,000 


12,021,000 


5,168,000 
2,962,000 


350,000 
186,000 


8,666,000 


3,355,000 
1,637,000 


39,000 


1,676,000 


6,823,000 


8,502,000 
500,000 


$ 8,769,000 $ 8,002,000 


$1.31 


$1.68 


wo 


Balance Sheet (note 1) 
WARNACO OF CANADA LIMITED 


Assets 


Current: 
Accounts receivable 
Inventories (Note 3) 
Prepaid expenses 
Deferred income taxes (Note 7) 


Fixed assets, at cost (Note 4) 
Less: Accumulated depreciation 


December 31, 1977 


$ 6,942,000 
12,355,000 
204,000 
445,000 


19,946,000 
4,946,000 
2,734,000 


Excess of cost over net tangible assets of businesses acquired 
Other assets, at cost less amortization (Note 5) 


2,212,000 


3,611,000 
361,000 


$26, 130,000 


January 1, 1977 


$ 6,178,000 
10,605,000 
227,000 
17,010,000 
4,747,000 
2,437,000 
2,310,000 


3,611,000 
403,000 


$23,334,000 


Liabilities and Shareholders’ Equity 


Current: 
Bank indebtedness 


December 31, 1977 


January 1, 1977 


$ 3,640,000 $ 2,743,000 


Accounts payable and accrued liabilities 4,244,000 2,790,000 
Due to affiliated companies 2,077,000 1,780,000 
Dividends payable 135,000 125,000 
Income taxes payable 96,000 103,000 
Current portion of long-term debt 60,000 725,000 
10,252,000 8,266,000 
Long-term debt (Note 6) 1,265,000 1,195,000 
Deferred income taxes 256,000 283,000 
1 1.77%3;000 9,744,000 
Shareholders’ Equity: 
Capital stock— 
Issued and outstanding— 
1,000,000 common shares 5,588,000 5,588,000 
Retained earnings 8,769,000 8,002,000 
14,357,000 13,590,000 
Contingent liabilities and commitments (Note 8) 
$26,130,000 $23,334,000 
Approved by the Board: 
Edward Lawrence, Director : 


Warren Y. Soper, Director 


Statement of Changes in Financial Position (note 1) 
WARNACO OF CANADA LIMITED 


Source of funds 
Earnings for the year 
Add: Items not involving current funds: 
Depreciation 
Deferred income taxes 
Amortization 


Life insurance policy proceeds 


Disposition of funds 
Additions to fixed assets, net of minor disposals 
Net change in long-term debt 
Payment of dividends 


52 weeks ended 
December 31, 1977 


Net increase in working capital 
Working capital at beginning of year 


Working capital at end of year 


oO 


52 weeks ended 
January 1, 1977 


$1,307,000 $1,679,000 
451,000 433,000 
(27,000) 39,000 
42,000 42,000 
1,773,000 2,193,000 
= 50,000 
1,773,000 2,243,000 
353,000 595,000 
(70,000) 875,000 
540,000 500,000 
823,000 1,970,000 
950,000 273,000 
8,744,000 8,471,000 
$9,694,000 $8,744,000 


Notes to Financial Statements 
WARNACO OF CANADA LIMITED December 31. 1977 


1. Corporate reorganization: 
During the year the Company obtained a certificate of 
continuance under the Canada Business Corporations Act. 
n December 30, 1977, under the statutory amalgamation 
provisions-ofthts Act, the Company undertook a reorgani- 
zation which had the effect ST CORDTING TNS OTe Tea on 
See 
and_its subsidiaries. The statement of earnings reflects the 
Jae of operations for the year ona consolidated basis _ 
com 


parable with the previo 


2. Summary of accounting policies: 
Inventories: Inventories are stated at the lower of cost and 
net realizable value. Cost is determined principally on the 
bases of standard costs (which approximate actual costs) 
and actual costs. 
Depreciation and amortization: Depreciation is calculated 
on a diminishing balance basis at annual rates of 5% on 
buildings, 20% on machinery and equipment and 30% on 
automotive equipment. Leasehold improvements are amor- 
tized over the terms of the leases (plus the first renewal 
option term in certain cases). 
Excess of cost over net tangible assets of business acqui- 
red: It is the policy of the Company not to amortize this 
asset unless the value has been permanently impaired. 
Other assets: Intangible assets acquired on the acquisition 
of the net assets of White Stag of Canada Ltd. are being 
amortized as follows: . 

Goodwill — over 40 years commencing 1975 

Leasehold interest — over a twelve and one-half year 

period commencing in 1975, which represents the re- 
maining term of the lease plus the first renewal option 

License — over the remaining term of the license 
Long-term debt: Foreign currency long-term debt is tran- 
slated in the accounts at the rate existing when the debt 
was incurred. 
Deferred income taxes: Deferred income taxes are provi- 
ded for expense items (essentially depreciation) reported 
for tax purposes in different periods than for financial re- 
porting purposes, thus creating a timing difference the tax 
effect of which is reflected under this heading. 
Research and development: Market research and product 
development costs are charged to operations as incurred. 
a a 
3. Inventories: ___December 31.1977 __ January 1, 1977 


Raw materials $ 3,203,000 $ 2,928,000 
Work in process 1,562,000 1,386,000 
Finished goods 7,690,000 6,291,000 

$12,355,000 $10,605,000 


4. Fixed assets: December 31, 1977 


January 1, 1977 


Land and buildings $ 515,000 $ 509,000 
Machinery and equipment 3,965,000 3,689,000 
Leasehold improvements 466,000 549,000 
4,946,000 4,747,000 

Accumulated depreciation 2,/34,000 2,437,000 
$2,212,000 $2,310,000 


Depreciation amounted to $451,000 in 1977 (1976 — $433,000). 


5. Other assets: December 31, 1977 


January 1, 1977 


Assets acquired from White Stag 


of Canada— 
Leasehold interest $235,000 $235,000 
License 100,000 100,000 
Goodwill 128,000 128,000 
463,000 463,000 
Less: Accumulated amortization 102,000 60,000 
$361,000 $403,000 


6. Long-term debt: December 31, 1977 January 1, 1977 


Payableto-affiliated Companies in 
US—curre, 


7% loans repayable in 1979-1980 $1,015,000 $1,290,000 


93/g% loans repayable in 1979 250,000 500,000 

Agreement payable $60,000 
annually plus interest at 

bank prime rate 60,000 120,000 
Agreement payable $10,000 

annually plus 7% interest — 10,000 

1,325,000 1,920,000 

Less: Current portion 60,000 725,000 

$1,265,000 $1,195,000 


lf translated at the exchange rate prevailing at December 31, 
1977, the Canadian dollar equivalent of the U.S. dollar debt of 


and 1978 instalments of $130,000 and $555,000 respectively due 
on this debt. Repayment of principal, after allowing for this defer- 
ment, is due as follows: 


1978 $ 60,000 
172 1,080,000 
1980 185,000 


7. Deferred income taxes: 

The future tax benefits of $445,000 relative to 1977 tax los- 
ses of Don Parker Mfg. Ltd. have been reflected as a current 
asset in the accounts, realization in 1978 being assured by 
the corporate reorganization referred to in Note 1. 


8. Contingent liabilities and commitments: 
Minimum annual rental commitments under non-cancellable leases 
entered into by the Company amount to: 


1978 $539,000 
ISAS 453,000 
1980 414,000 
(Sie) 288,000 
1982 231,000 


1983-1987 243,000 


These leases are mainly for buildings and office premises and the 
rental expense in 1977 amounted to $620,000 (1976 — $489,000). 


9. Anti-Inflation legislation: 

The Company is subject to, and believes it has complied 
with, controls on prices, profits, compensation and divi- 
dends under the government's anti-inflation program. 


10. Statutory Information: 

The Company has eleven directors (9 in 1976) who re- 
ceived aggregate remuneration as directors of $12,000 
($10,000 in 1976). The Company’s ten officers (10 in 
1976), three of whom are also directors (2 in 1976), re- 
ceived aggregate remuneration of $533,035 (1976 - 
$449,000). 


Auditors’ Report 
To the Shareholders of Warnaco of Canada Limited: 


We have examined the balance sheet of Warnaco of 
Carada Limited (formed through the statutory 

malgamation explained in Note 1 to the financial 
statements) -as-atBecember 31, 1977 and the statements 
of earnings and retained earnings and changes in financial 
position of the Company and its predecessor companies 
for the fiscal year then ended. Our examination was made 
in accordance with generally accepted auditing standards, 
and accordingly included such tests and other procedures 
as we considered necessary in the circumstances. 

In our opinion, these financial statements present fairly 
the financial position of the Company as at December 31, 
1977 and the results of the operations and the changes in 
the financial position of the Company and its predecessor 
companies for the fiscal year then ended in accordance 
with generally accepted accounting principles applied on 
a basis consistent with that of the predecessor companies 
in the preceding year. 
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